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Financial  Highlights 


Income  after  taxes 

5197  million 

$168  million 

16.9 

Earnings  per  share 

S4.09 

$3.50 

16.9 

Dividends  per  share 

Sl.49’2 

$1 .38  ’.h 

Return  on  shareholders'  equity 

14  7% 

13  7% 
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Milton  S.  Berman,  chairman  of  Foley's,  has 

Abraham  &  Straus  tor  19  years  and  at  his 
present  division  for  the  past  14  years,  its 
chief  executive  officer  since  1964  Foley's. 

in  the  country,  will  benefit  from  the 
continuing  leadership  of  its  chairman. 


G.  William  Miller  has  been  appointed  to  the 
chairmanship  of  the  Federal  Reserve  Board 
7o  accept  this  position,  he  has  also  resigned 
as  chairman  cfeffafctron  Inc.  During  his 
21  years  at  Tqfffijft,  where  he  became 
president  in  1960  and  chairman  in  1974,  he 
was  instrumental  m  its  tremendous  growth. 
Federated  regrets  the  loss  of  his  wise  counsel 
on  the  board ikkis  proud  to  congratulate 
Mr.  Miller  on  this  outstanding  opportunity- 
for  service  to  his  country 
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Common  Goals 
for  Uncommon  People 

by  Ralph  Lazarus 


No  investment  we  ever  make  at 
Federated  is  larger  or  more  important 
than  the  time,  money  and  management 
attention  we  devote  to  developing  good 
managers.  During  the  past  year  we  had 
an  unusual  opportunity  to  evaluate  the 
quality  of  this  investment .  In  the  short 
space  of  time  since  Iasi  September,  five 
of  our  divisional  chairmen  either  retired 
or  announced  plans  to  retire,  one  was 
promoted  and  one  resigned.  This 
caused  vacancies  to  occur  in  the  princi¬ 
pals'  ranks  of  seved‘bMpX!f  divisions, 
it  is,  of  course,  extremely  rare  for  us  to 
have  so  many  important  vacancies  oc¬ 
cur  so  close  together.  I  feel  considerable 
pride  in  our  having  been  able  to  fill 
them  as  promptly  and  as  wisely  as  I 
believe  we  did.  it  is  clear  that  our  man¬ 
agement  development  programs  are 
working  well. 

Each  of  these  vacancies,  I  might  add, 
was  filled  from  within  Federated,  and 
all  but  one  of  the  new  principals  were 
selected  from  a  list  of  executives  we 
had  previously  identified  as  potential 
principals.  That  list  still  has  a  good 
many  names  left  on  it. 

It  is  a  rare  annual  report,  whatever  the 
company,  that  does  not  stress  the  im¬ 
portance  of  people  Retailing  places 
special  emphasis  on  people— ail  people. 
No  other  industry  that!  can  ih.nkof, 
however,  is  as  management  intensive. 

It  is  the  nature  of  retailing  to  impose 
an  exceptional  degree  of  responsibility 
on  managers  who  are  often  very  young. 
They  are  called  upon  to  make  daily 
decisions  involving  many  thousands  of 
dollars.  This  necessitates  their  having 
courage  along  with  their  prudence 
Flew  do  we  find,  develop  and  retain 
such  people 7  That  is  a  question  we  are 
frequently  asked,  and  it  is  a  question  we 
frequently  ask  ourselves.  It  is  such  an 
important  question  that  every  senior 
officer  in  our  company  regards  the  de¬ 
velopment  of  succ$S$iul  management 
teams  as  one  of  his  most  urgent  respon¬ 
sibilities  Our  ability  to  grow,  tom- 
crease  our  profitability  and  to  maintain 
our  strong  baiancc  sheet  aii  depend  on 
our  success  in  ihist^spepk 


Just  as  our  divisions  differ  in  character 
from  each  other,  their  development 
programs  also  differ  from  each  other.  It 
is  not,  however,  the  process  that  is 
important.  What  is  important  is  finding 
the  best  way  to  motivate  young  people 
to  perform  at  their  own  levels  of 
excellence. 

I  think,  perhaps,  it  is  here  that 
Federated  differs  from  many  of  its  com¬ 
petitors  We  insist  that  senior  managers 
play  a  significant  persona!  role  in  identi¬ 
fying  and  encouraging  talented  people 
at  all  levels  of  their  organization.  This  is 
not  something  we  pay  Up  service  to;  it  is 
something  we  regard  as  an  integral  part 
of  our  jobs. 

We  have  learned  that  young  people 
who  are  going  to  be  successful  in  our 
business  do  not  respond  well  to  rigid 
programs  fMf^knt  leeway  and  chal¬ 
lenge.  If  they  don't  get  it  quickly 
enough,  they  become  impatient.  We 
have  also  discovered,  as  have  many 
others  before  us,  no  doubt,  that  real 
leaders  tend  to  create  their  own  oppor¬ 
tunities  for  leadership.  They  do  not 
want  unyielding  assignments  which 
pay  no  heds$tgp  their  individual 
capacities. 

What  they  do  want  is  the  opportunity 
to  test  themselves,  to  move  in  the 
directions  they  want,  when  they  feel 
ready,  and  at  the  pace  they  feel  is  most 
appropriate.  We  probably  don't  always 
succeed  in  creating  this  kind  of  environ¬ 
ment  in  every  one  of  our  deveiopment 
programs,  but  I  think  we  are  doing  a 
better  and  better  job  of  it  each  year. 

Young  people  are  not  restricted  to 
growth  within  a  particular  division. 

They  can  and  do  move  around  within 
the  system  It  is  good  for  them  and  it  is 
good  for  the  divisions  Because  ail  of 
our  divisions  are  unique  organizations, 
such  young  managers  acqwre  a  broader 
perspechv&oi  our  business  and  become 
that  much  mere  valuable  in  their  jobs 
It  may  have  been  somewhat  to  their 
discomfort,  but  we  asked  some  of  our 
new  principals  to  talk  in  random  fashion 
about  their  personal  growth  within  our 
company.  What  they  told  us  is  really  the 
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Both  dollar  anc  per  share  earnings  reached  a  record  high  in  1977 
Net  income  was  S196.6  million  and  earnings  per  share  were 
$4.09.  This  represents  a  significant  increase  over  the  previous 
year  in  which  net  income  amounted  to  $168.1  million  and 
earnings  per  share  were  $3.50. 


Quarterly  income  (unaudited)  was  as  follows- 

Quarter  1977  1976 

First  $  25  9  S  27.1 

Second  26  3  22.4 

Third  45.4  35  6 

Fourth  99.0  83  0 

Year  SI  96  6  SI  68  1 


(4  5)  % 
17.6 


16.9 


Earnings  per  share  are  based  on  average  shares  outstanding 
during  the  year.  The  average  shares  for  both  the  1977  and  1976 
fiscal  years  were  48  1  million  Any  dilution  from  the  potential 
issuance  of  shares  under  the  deferred  compensation  plan,  the 
restricted  stock  pHthasc  plans  and  the  stock  option  plans 
would  be  less  than  3%  Fully  diluted  earnings  per  share  of 
$3  97  for  1977  and  $3  40  for  1976  take  into  account  the  above 
items  plus  the  shares  issuable  upon  conversion  of  debentures 
and  notes 


Earnings  per  share  (unaudited)  for  each  quarter  are  shown  in 
the  following  table: 

Quarter  1977  1976  Change 

First  $  .54  if  -56  $(.02) 

Second  .55  .47  08 

Third  .94  .74  20 

Fourth  2.06  1  73  .33 

Year  $4.09  $3  50  $  .59 


Pershareearningsand  dividends  (dollars) 
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Operating  profit  of  the  department  stores,  mass  merchandising 
divisions  and  supermarkets  is  detailed  below: 

Department  Mass 

Stores  Merchandising  Supermarkets 


The  quarterly  price  range  of  Federated  stock,  which  is  traded 
principally  on  the  New  York  Stocf.ftjjiaS|Ayind  dividends  per 
share  are  shown  in  the  following  schedule: 

1977  1976 


( millions )  %  of  %  of  %  of 

Fiscal  Year  Amount  Sales  Amount  Sales  Amount  Sales 


1977  $419.2 

1976  352.1 

1975  343.1 

1974  275.0 

1973  266.9 


11.7%  $21.2 

10.8  19  2 

11.4  17.7 

10.1  8.4 

10.4  83. 


3.9%  $10.6  1.3% 

4.2  6.2  .8 

4.8  19.4  2.8 

2.8  15.1  2.8 

3.5  9.0  2.0 


Stock  Prices  Dividend  Stock  Prices  Dividend 
Quarter  High  Low  Per  Share  High  Low  Per  Share 


Second 

Third 

Year 


$  .36'/: 
.36'/: 


$1.49'/: 


$60 


50'/: 

50% 

$60 


$  .34 


.36'/: 
$1 .38  V: 


Operating  profit  represents  the  pre-tax  profit  from  operations 
of  the  divisions.  Unallocated  central  office  costs  and  interest 
expense  aggregated  S66.9,  $51 .8,  $44.7,  $46.2  and  $37.9  million 
for  the  years  shown  above. 


The  company  has  paid  a  dividend  each  quarter  since 
October  1931. 
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Sales 

1977  sales  amounted  to  $4.9  billion,  an  increase  of  $477  million 
or  10.7%  over  1976.  This  was  a  new  high  for  the  37th  consecu¬ 
tive  year.  Cotfiffarative  quarterly  saies  (unaudited)  were  as 
follows: 

(millions) 

Quarter  1977  1976  %  Increase 

First 

Third 
Fourth 
Year 


$1,033.6  $  944.3  9.5%, 

1,081.3  981.8  10.1 

1,180.1  1,059.8  11.4 

1,628.4  1,460.7  11.5 

$4,923.4  $4,446.6  10.7% 


Leased  department  sales  in  1977  amounted  to  only  $105.5 
million  of  consolidated  sales. 
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Net  sales  (millions  of  dollars) 


Taxes 


Income  tax  provision  is  comprised  of: 

(millions)  1977  1976 

Federal  $157.5  $132.3 

State  and  local  30.0  25.3 

SI  37.5  $157.6 

Effective  income  tax  rate  on 

income  before  income  taxes  43.8%  43.4% 


The  effective  income  tax  rate  diftepiSfjQm  the  Federal  income  tax 
statutory  rate  chiefly  because  of  the  investment  tax  credit  and 
state  and  local  income  taxes.  Investment  tax  credits,  accounted 
for  under  the  flowthrough  method,  totaled  $11.5  and  S9  5 
million  in  the  two  years  shown  above  Internal  Revenue  Service 
examination  of  Federal  income  tax  returns  has  been  completed 
through  February  2, 1974.  An  examination  for  the  years  endec 
February  1 , 1975,  and  January  31, 1976,  is  in  progress. 

Current  liability  for  income  taxes  includes  a  deferred  amount 
of  S1 17.5  million  at  year-end  1977  and  $94.1  million  at  year-end 

1976  from  deferment  of  gross  margin  on  installment  sales. 

Deferred  income  tax  liability  is  principally  the  net  result  of  the 
deferred  tax  credits  from  accelerated  depreciation  and  the 
deferred  tax  charges  resulting  from  deferred  compensation. 
Taxes  other  than  income  taxes  amounted  to  $105  0  million  in 

1977  and  $94  6  million  in  1976.  TI|^§?amounts  are  comprised 
principally  of  real  estate,  personal  property  and  payroll  taxes. 


The  following  table  shows  sales  of  the  department  stores, 
mass  merchandising  divisions  and  supermarkets: 

Deportment  Mess 

Stores  Merchandising  Supermarkets 

(millions)  To  to  To  to  To  to 

Fiscal  Year  Amount  Total  Amount  Total  Amount  Total 


Sales  through  credit  plans  of  Federated  divisions  in  1977  rose 
toa  record  $2.1  billion,  up  11.0%  from  1976. 

The  net  cost  of  the  company's  credit  operations  increased 
in  1977  as  shown: 


1977  $3,586  5 

1976  3,24§p 

1975  3,005  6 

1974  2,735.1 

1973  2,560.2 


72.9%  $538.3 

73.1  451.7 

74.0  363  4 

76.5  293.9 

7S.7  240.3 


10.9%  $793  6  16.2% 

10.1  745.6  16  3 

9.1  687  9  16  9 

5.2  546  9  15.3 

7.4  451  7  13.9 


Of  the  department  store  sales,  branch  stores  produced  74.7% 
and  parent  stores  25.3%  in  1977. 


Finance  charge  revenues 
Costs: 

Administration 
Pro  forma  interest 
Provision  for  doubtful  accounts 
Income  taxes 


Net  cost  of  credit 

Net  cost  as  percent  of  credit  sales 


1977  1976 

63.5  58.7 

33  3  31  0 

(20.3)  (17.1) 

93.5  87.5 

$13.7  $15. S 

0.9%  0.8% 


Pro  forma  interest  is  computed  at  the  average  rate  for 
borrowijigs&ppiied  to  the  average  total  of  customer  accounts 
receivable,  after  subtracting  applicable  deferred  income  taxes. 
Finance  charge  revenues  are  included  in  net  sales  in  the 
Consolidated  Statement  of  Income. 
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Assets 

Total  assets  of  the  department  stores,  mass  merchandising 
divisions,  supermarkets  and  central  office  are  as  follows: 


January  23, 

January  29, 

(millions) 

1973 

1977 

Department  stores 

$1,978.6 

$1,779  8 

Mass  merchandising 

2561 

212.6 

Supermarkets 

167.4 

162.2 

Central  office 

118.1 

114.7 

$2,520.2 

$2,269.3 

Central  office  assets  include  investments  in  the  tv. 

'O  uncon- 

solidated  wholly  owned  subsiciari 

ies  and  land  helc 

i  for  future 

development. 

Financing 

Short-term  borrowings  averaged : 

$1 57.7  million  ir 

i  1977  and 

$151.1  million  th  1976.  The  average  cost  of  money 

'  borrowed 

was  5.8%  in  1977  and  5.3%  in  19) 

76. 

Long-term  debtoutstandingatye 

■ar-end  is  summ; 

arized  below: 

January  28, 

January  29, 

(millions) 

1973 

1977 

Notes  due  to  2002, 7.95% 

$100.0 

$  50.0 

Sinking  fund  debentures  due  to 

2002,758% 

50.0 

50  0 

Sinking-land  debentures  due  to 

1995,3%% 

40.0 

Sinking  fund  debentures  due  to 

1997,7.35% 

16.2 

17.1 

Convertible  debentures  due  to 

1985,4)':% 

7.9 

8.8 

Other,  average  about  6%  and  5% 

23.3 

22.9 

S242.4 

$193  8 

In  the  next  five  years,  maturities  vary  in  annual  amounts  from 
S5.7  million  to  S3.1  million.  Thereafter,  to  the  year  2C02, 
maturities  vary  from  $7.5  million  to  $13.3  million  annuaily.  The 
convertible  debentures  are  convertible  into  204  thousand  shares 
at  $41  per  share  and  the  3.9%  notes  (included  in  "Other")  are 
convertible  into  40  thousand  shares  at  $45  per  share. 


Leases 

The  company  leases  a  portion  of  the  real  estate  and  personal 
property  used  in  its  operations.  Most  leases  require  the  com¬ 
pany  to  pay  real  estate  raxes  (recorded  as  taxes)  and  other 
expenses,  some  call  foradditional  amounts  based  on  percent¬ 
ages  of  sales  and  some  contain  pi^$££§$ption$. 

Rental  expense  consists  of: 


(millions) 

7977 

1976 

Real  estate  rent  expense 

Base  rent 

Computed  as  percentages 

$33.2 

$31.4 

of  sales 

3.2 

2.5 

Total 

S36.4 

$33.9 

Personal  property  rent  expense 

$14.2 

$12  3 

Incomefrom  subleases 

S  3.3 

$  2.9 

Minimum  rental  commitments  under  i 

icn-canceliable 

leases 

having  a  term  of  more  than  one  year  a 

s  of  January  28, 

1978, 

were  as  follows: 

(millions) 

Fiscal  Year. 

197S 

$  28.7 

1979 

23.0 

1980 

27.0 

1981 

26,4 

1932 

24.5 

After  1932 

316.5 

Gross  minimum  rental  commitments 
Less  minimum  sublease  rentals 

(22.-) 

Net  minimum  rental  commitments 

S42S4 

Rental  commitments  shewn  above  include  $253.7  million 
applicable  to  leases  arising  prior  to  January  1, 1977,  which 
although  currently  accounted  foras  operating  leases  will,  under 
provisions  of  Financial  Accounting  Standards  Board  Statement 
13— Accounting  for  Leases,  be  restated  as  capital  leases  at  a  fu¬ 
ture  date.  If  these  leases  had  been  capitalized  as  of  January  28, 
1973,  and  January  29,  1977,  leased  properties,  net  of  accumu¬ 
lated  amortization,  would  have  been  $112.1  million  and  $119.7 
million,  respectively,  while  the  related  liability  would  have  been 
$136.0  million  and  $142.7  million,  respectively.  Net  income 
would  have  been  reduced  S492  thousand  and  $544  thousand  in 
1977  and  1976,  respectively. 

The  present  value  of  capital  leases  which  commenced  on  or 
after  January  1, 1977,  and  the  related  charges  to  income  are 
included  in  the  financial  statements  as  cf  January  23, 1978. 
These  amounts  are  not  material 
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Equal  Employment  Opportunity  (unaudited) 

The  company  continued  vigorous  implementation  of  its 
voluntary  affirmative  action  program  in  1977.  As  of  March  1977, 
minority  employees  comprised  19.2%  of  the  total  employment 
complement  of  112,062,  an  increase  from  18  0%  representation 
the  previous  year.  Particularly  gratifying  was  the  continued 
increase  in  the  representation  of  minorities  among  officials, 
managers  and  professionals.  Minority  representation  in  these 
classifications  increased  from  1,262  in  1976  to  1,378  in  1977. 

The  following  data  relating  to  the  period  1973  through  1977 
demonstrate  the  effectiveness  of  the  company's  af^g|pfe 
action  program: 


Total 

Perce 

ntage 

lone 

tape 

Percer 

Bla 

itage 

Sum:: 

iS~ 

Category 

1977  1973 

1977 

1973 

1977 

1973 

1977 

1973 

1977 

1973 

Officials,  managers 
and  professionals 

15,851  11,308 

48.5 

45  0 

3.7 

54 

5.0 

3.6 

2  4 

20 

Sales  workers 

54,179  47,644 

81.1 

79.0 

14  5 

10.7 

9.5 

7.6 

35 

2.1 

Office  and  clerical 
workers 

16,813  15,092 

87.1 

87.0 

25.6 

20.0 

17.3 

14.0 

57 

40 

Craftsmen 

3,551  2,716 

30.7 

27  4 

23.3 

20.0 

11.7 

10.0 

9.6 

8.1 

Technicians 

1,817  1,223 

52  8 

44.0 

21.3 

14.0 

10  3 

7.0 

83 

60 

and  Stock  Plaos 

Retirement  expense  aggregated  $45.1  million  and  S39  6  million 
in  1977  and  1976  and  consists  of  contributions  to  the  Retirement 
Income  and  Thrift  Incentive  Plan  and  five  plans  assumed  in 
acquisitions,  three  of  which  are  deferred  payment  profit  sharing 
plans  and  two  defined  benefit  plans,  all  such  plans  being 
qualified  under  iUfjfenyt  Revenue  Service  regulations,  plus 
contributions  to  certain  union  pension  funds  and  direct 
payments  made  to  some  retired  employees. 

Copies  of  the  Sum  man/  Plan  Description  and  Summary  Annual 
Report  for  the  Retirement  Income  and  Thrift  Incentive  Plan  are 
available  from  the: 

Administrator 

Retirement  lncom^s|?t|B  Thrift  Incentive  Plan 
Federated  Department  Stores,  Inc. 

222  West  Seventh  Street 
Cincinnati,  OH  45202 

Deferred  compensation  liability  represents  principally  cash 
and  stock  distributable  after  retirement  or  ternhiftstion  under 
the  company's  Executives  Deferred  Compensation  Plan,  in 
which  eligible  executives  may  elect  to  defer  a  p^fjion  of  their 
compensation  each  year.  The  company  maintain gte^sln  the 
treasury  to  cover  the  number  it  estimates  will  be  needed  for 


distribution  of  stock  credits  current's'  outstanding 
Stock  option  transactions  under  the  1971, 1973  and  1976 

qualified  options  at  not  less  than  100%  of  market,  and  under 
two  plans  assumed  in  acquisition  were  as  follows' 

(shares  m  thousands) _ 1977 _ 1976 

Shares  Price  Shares  Price 

Outstanding,  begin nfjy|,&f  year  993.9  S14-5S  756  4  $14-53 

Granted  at  100%  of  market 
Expired  or  cancelled 
Exercised 

Outstanding,  end  of  year 

Exercisable,  end  of  year 
Available  for  additional  grants  S56.1 


The  1976  plan  provides  for  the  possible  grant  of  stock 
appreciation  rights  in  connection  with  options  granted  under 
the  1971, 1973  and  1976  plans.  Ho  stock  appreciation  rights 
have  been  granted. 


241.0  39  332  5  53 

(49  6)  32-53  (37  6)  14-5S 

(17.7)  14-32  ’v^pp.4)  14-47 
1,167.6  414-58  993  9  S14-5S 

461.1  514-53  279  4  S14-5S 
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Grants  under  restricted  stock  purchase  plans  (made  at  the 
greater  of  book  value  or  50%  of  market)  were  made  during 
1977  and  1976  for  56.1  and  63.1  thousand  shares,  all  of  which 
were  exercised  or  cancelled,  leaving  no  grants  outstanding  at 
either  year-end.  Of  the  450  thousand  shares  approved  by  the 
shareholders  under  the  1969  and  1974  plans,  201 .7  thousand 
shares  were  available  for  futu  re  grants  at  the  1 977  year-end. 


Replacement  Cost  Data  (unaudited) 

Pursuant  to  requirements  of  the  Securities  and  Exchange 
Commission,  the  company  has  prepared' egffmstfiS'.of  replace¬ 
ment  cost  data  for  merchandise  inventories  and  for  productive 
capacity.  These  data  are  set  forth  in  the  Form  10-K  Annual 
Report  td-ihe^ecuritisgand  g^chan^gi2ert5.iii4^fi£m''and  are 
intended  to  give  recognition  to  the  factors  of  inflation  as  they 
apply  to  the  replacement  of  assets  as  well  as  to  the  related 
cost  of  sales  and  depreciation. 

As  indicated  elsewhere  in  this  report,  Federated  has  used  the 
UFO  method  of  valuing  inventories  tor  many  years,  which  is  in¬ 
tended  to  account  for  the  effects  of  inflation  in  the  cost  of  sales. 
The  replacement  cost  of  productive  capacity  and  resulting 
depreciation  expense  w'ouid  be  higher  than  that  which  is  based 
on  actual  historic  costs.  It  should  be  noted,  however,  that  the 
physical  plant  of  a  retail  company  is  replaced  infrequently,  as 
the  greatest  pfttff&ft ’of  new'  investment  is  for  stores  in  new 
locations  and  for  the  refurbishing  of  those  in  existing  locations. 

Inflation  influences  selling  prices  of  merchandise,  which  in  turn 
have  a  major  significance  to  revenues  and  ta.  cashflow  used 
for  replenishment  cf  inventories  and  for  expansion  or 
replacement  of  plant. 

Since  the  methods  of  estimating  replacement  cost  are  experi¬ 
mental,  it  is  important  that  these  data  be  viewed  with  caution. 


SEC  Form  10 -K  Report 

A  copy  of  the  company’s  jagMj  report  to  the  Securities  and 
Exchange  Commission  on  Form  10-K  is  available,  without 
charge,  upon  request  to: 

Director  of  Investor  Relations 
Federated  Department  Stores,  Inc. 

222  West  Seventh  Street 
Cincinnati.  Ohio  45202 


For  afive-year  summary  of  operations  and  management's  discus¬ 
sion  and  analysis  of  the  summary  of  operations,  see  page  31. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  income 


52  Vi/eeks  Ended 

52  Weeks  Ended 

(in  thousands,  except  per  shz 

ue  data) 

January  28, 1978 

January  29, 1977 

Net  Sales,  including  leased  department  sales 


Deduct: 

Cost  of  sales,  includingoccupancy  and 

buying  costs . 

Selling,  publicity,  delivery  and 
administrative  expenses  .  .  .  . 

Provision  for  doubtful  accounts .  .  . 

Interest  expense— net  .... 

Total  costs  and  expenses  .  .  . 


$4,923,399  $4,446,624 


3,573,857 

925,120 

16,999 

23,358 

4,539,334 


3,261,827 

827,140 

14,887 

17,046 

4,120,900 


Income  Before  Income  Taxes  .... 
Federal,  state  and  local  income  taxes 

Current . 

Deferred . 


384,065 

155,032 

32.46S 

187,500 


325,724 


140,342 

17,258 

157,600 


Net  Income 


$  196,565  $  16S.124 


Earnings  per  Share  of  Common  Stock 

Fully  Diluted  Earnings  per  Share 


S4.09  $3.50 

3.97  3.40 


See  The  Year i 
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Federated  Department  Stores,  Inc. 

Consolidated  Balance  Sheet 


(in  thousands) 


January  28, 1978  January  29, 1977 


Assets 


Current  Assets: 

Cash . 

Accounts  receivable  .  .  .  . 

Merchandise  inventories 
Supplies  and  prepaid  expenses 

Total  Current  Assets 
Property  and  Equipment— net 

Other  Assets . 

Total  Assets  .  .  . 


S  46,571 
712,916 
553,868 
20,549 
1,338,904 
1,135,342 
45,922 
$2, 520, 168 


S  51,179 
625,454 
486,453 
18,604 
1,181,690 
1,019,951 
67,702 
$2,269,343 


Liabilities  and  Shareholders’  Equity 


Current  Liabilities: 

Notes  payable  and  long-term  debt  due  within  one  year 

Accounts  payable  and  accrued  liabilities . 

income  taxes . 


$  94,962  $  114,797 

448,912  395,816 

199,063  171,727 


Total  Current  Liabilities 


742,937  682,340 


Deferred  Income  Taxes  . 

Deferred  Compensation  and  Retirement  Income . 

Long-Term  Debt . 

Shareholders'  Equity— 48,1 1 6,000  and  48,060,000  common  shares 

outstanding  (Page  28) . 

Total  Liabilities  and  Shareholders'  Equity  .... 


40,360 

31,265 

92,534 

85,#*A 

242,357 

193,807 

1,401,980 

1,276,287 

$2,520,168 

$2,269,343 

See  The  Year  in  Revievj  on  pages  77  to  2-1  and  Summary  of  Sign;1  cant  Md'OUntrngrPplicies  on  page  30. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  Changes  in  Financial  Position 


(m  thousands) 


52  Weeks  Ended  52  Weeks  Ended 

January  28, 1978  January  25,1977 


Source  of  Funds: 

Net  income . 

Items  not  requiring  outlay  of  funds: 

Depreciation  and  amortization . 

D ef errei'CWpWSati o n  afrtf defert^d* i n ccMgfeseS 

Total  funds  provided  from  operations . 

Increase  in  long-term  debt . 

Decrease  in  investment  in,  and  advances  to, 

unconsolidated  subsidiaries  . 

Common  stock  issued  for  employee  plans 

and  debenture  conversions  . 

Disposition  of  property  and  equipment  .  .  .  . 


$196,565 

94,500 
30, 4 1 6 
311,481 
57,799 

19,414 

2,822 

14,004 

$405,520 


5168,124 

82,012 

18,529 

50,038 


6,872 

14,113 

5339,688 


Application  of  Funds: 

Dividends . 

Purchase  of  property  and  equipment  .  . 

Decrease  in  long-term  debt . 

Increase  in  investments  in,  and  advances  to, 
unconsolidated  subsidiaries  .  .  .  . 

Other-net . 

Increase  in  working  capital  . 


$  71,934  $  66,859 

223,931  202,842 

9,249  7,706 

19,633 

3,789  10,487 

96,617  32,161 

5405,520  $339,688 


Increase  (Decrease)  in  Components  of  Working  Capital: 

Cash . 

Accounts  receivable . 

Merchandise  inventories . 

Supplies  and  prepaid  expenses . 

Increase  in  current  assets . 

Notes  payable  and  long-term  debt  due  within  one  year 

Accounts  payable  and  accrued  liabilities . 

Income  taxes . 

Increase  in  current  liabilities . 

Increase  in  working  capital . 


5  (4,608) 
87,462 
72,415 
1,945 
157,214 
(19,835) 
53,096 
27,336 
"  60,597 
5  96,617 


S  (1,501) 
59,372 
61,162 
3,943 
122,976 
21,394 
51,591 
17,830 
90.S15 
S  32,161 


See  The  Year  in  Review  on  pages  17  to  24  and  Summary  of  Significant  Accounting  Policies  on  page  30. 
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Federated  Department  Stores,  Inc. 


All  subsidiaries  are  consolidated,  except  Federated 
Acceptance  Corporation,  a  wholly  owned  finance 
subsidiary, ipf  Federated  Stores  Realty,  Inc.,  a  wholly 
owned  real  estate  subsidiary. 

Merchandise  inventories  are  substantially  all  valued 
by  the  retail  method  and  stated  on  the  LIFO  (last-in, 
first-out)  basis,  which  is  lower  than  market. 

Depreciation  and  am®ftfagtion  are  provided  on  a 
straight-line  basis  for  book  purposes  over  the  shorter 
of  estimated  asset  lives  or  lease  terms. 

Rea!  estate  taxes  and  interest  on  construction  in 
progress  and  land  held  forfuture  use  are  capitalized. 
Amouri||j|apitalized  on  depreciable  assets  are 
amortized  over  the  estimated  asset  lives. 

Investment  tax  credits  are  accounted  for  underthe 
flow  through  method.  Deferred  income  taxes  are  pro¬ 
vided  on  non-permanent  differences  between  reported 
and  taxable  income,  principally  accelerated  depre¬ 
ciation,  deferred  compensation  and  the  deferment 
of  gross  margin  on  installment  sales. 


Touche  Ross  &  Co. 

1633  Broadway 

New  York,  New  York  10019 

Board  of  Directors  and  Shareholders, 

Federated  Department  Stores,  Inc. 

We  have  examined  the  consolidated  baianc^feets 
of  Federated  Department  Stores,  Inc  ,  and  subsidiaries 
as  of  January  28, 1978,  and  January'  29, 1977,  and  the 
related  statements  of  income,  shareholders'  equity  and 
changes  in  financial  position  for  the  years  then  ended. 
Our  examinations  were  made  in  accordance  with 
generally  accepted  auditing  standards,  and  accord¬ 
ingly  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  con¬ 
sidered  necessary  in  the  circumstances. 

P^ur  opinion,  the  consolidated  financial  state¬ 
ments  referred  to  above  present  fairly  the  financial 
position  of  Federated  Department  Stores,  Inc.,  and 
subsidiaries  at  January  28, 1978,  and  January  29, 1977, 
and  the  results  of  their  operations  and  the  changes 
in  their  financial  position  for  the  years  then  ended,  in 
conformity  with  generally  accepted  accounting 
principles  applied  on  a  consistent  basis. 

March  22, 1978  Touche  Ross  &  Co. 

Certified  Public  Accountants 
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Consolidated  rive-Year  Summary  of  Operations 


( :n  mi!. 'ions,  except  per  share  data) 

7977 

7 976 

7975 

7979 

Net  sales 

$4,923.4 

$4,446  6 

$4,061.9 

S3, 575 9 

$3,252.2 

Cost  of  sales,  including 
occupancy  and  buying  costs 

3.573  9 

3,261.3 

2,957.7 

2,630  3 

2,330  3 

Selling,  publicity,  delivery  and 
administrative  expenses 

925.1 

827.1 

733  6 

655  6 

595  3 

Provision  for  doubtful  accounts 

17.0 

14.9 

16.2 

132 

12.2 

interest  expense 

27  0 

20.7 

18  5 

24.0 

174 

Interest  capitalized 

(3.7) 

(3  6) 

(4  6) 

(4  5) 

- 

Total  costs  and  expenses 

4.539.3 

4, VO. 9 

3.-75  4 

3,323  6 

3,005  9 

Income  before  income  taxes 

3S4.1 

3757 

335  5 

252  3 

2463 

Income  taxes 

1S7.5 

157.6 

166  4 

125  7 

121  5 

Net  income 

S  196  6 

S  163.1 

5  169  1 

$  126  6 

$  124  3 

Earnings  per  share 

S  4  09 

S  3  50 

$  3  53 

S  2  55 

S  2.61 

Fully  diluted  earnings  pershare 

S  3  97 

S  3  40 

$  3  42 

$  2.57 

S  2.54 

Dividends  pershare 

S  1.49  V; 

S  1  38V: 

$  1  22 

$  1  16 

$  1  03 

Average  shares  outstanding 

4S.1 

4S.1 

48  0 

47  3 

47.8 

Net  sales  for  the  1977  and  1976  fiscal  years  increased  by 
10  7%  and  9  5°'=,  respectively.  These  gams  are  the  result  of  the 
company’s  continuing  program  of  investing  in  new  stores, 
expanding  and  refurb.shing  existing  stores,  intensification  of 
merchandising,  and  also  reflect  the  effects  of  inflation  (which 
is  estimated  at  4.5%  and  3  1%  in  these  two  years). 

In  1977  cost  of  sales,  including  occupancy  and  buying  costs, 
increased  at  a  lower  rate  than  sales  Selling,  publicity,  deliver; 
and  administrative  costs  rose  at  a  slightly  greater  rate  than 
sales.  Several  major  items  of  expense  contained  in  these  two 
categories  reflected  significant  increases  The  addition  of  new 
facilities  and  the  expansion  and  renovation  of  existing  facilities 
resulted  in  increased  depreciation,  amortization,  maintenance 
and  repair  costs  Employee  benefits  rose  chiefly  due  to  higher 
payroll  taxes  and  higher  profit  sharing  retirement  expenses 
Publicity  costs  increased  as  a  result  of  new  store  openings  and 
increased  use  of  newspaper,  catalogue  and  direct  mail  ad¬ 
vertising.  Personal  property  rentals  increased  mainly  from 
greater  use  of  electronic  data  processing  equipment. 

The  1977  provision  for  doubtful  accounts  represents  a  slightly 
higher  rate  of  the  applicable  credit  sales  than  in  1976. 

Interest  costs||||||  in  1977  when  compared  to  1976  as  a  result 
of  higher  levels  of  borrowings  and  higher  interest  rates.  In  1976 
short-term  interest  rates  had  fallen  in  comparison  with  the 
preceding  year. 


1977  income  raxes  increased  as  a  result  of  the  substantially 
higher  pre-tax  income.  In  1976  these  taxes  had  shown  a  reduc¬ 
tion  from  the  previous  year  as  pre-tax  income  had  been  lower. 

In  1976  cost  of  sales,  including  occupancy  and  buying  costs, 
increased  at  a  rate  somewhat  higher  than  the  sales  gain,  par¬ 
ticularly  in  trie  first  half  of  the  year  Real  estate  taxes  increased 
due  to  new  stores  and  to  other  new  facilities  such  as  distribu¬ 
tion  centers  and  garages,  and  due  to  increased  rates  and 
assessments  Depreciation  and  amortization  increased  because 
of  the  addition  of  new  stores  Selling,  publicity,  delivery  and 
administrative  expenses  also  increased  at  a  taster  rate  than 
sales  Increased  advertising,  higher  selling  costs  and  increased 
employee  benefits  were  among  the  contributing  factors. 
Payroll  taxes  increased  due  to  increased  payrolls,  higher  rates 
and  increases  in  the  portion  of  w'ages  subject  to  such  taxes 
Retirement  expense  stffencreaseg^nificantly,  chiefly  due 
to  an  increase  in  the  contribution  rate  of  the  principal  profit 
sharing  retirement  plan.  Substantially  higher  pre-opening  ex¬ 
pense  for  new  stores  affected  both  of  the  above  categories  as 
did  higher  personal  property  taxes  resulting  from  new  stores 
and  an  upward  adjustment  of  rates. 

The  letter  to  shareholders,  which  begins  on  page  2,  contains 
additional  comments  on  the  operations  of  the  company  and 
makes  specific  reference  to  three  divisions  which  had 
experienced  difficulties  in  1976. 


31 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


